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Rappahannock Electric Cooperative ^3 
Case No. PUR-2017-00044 ® 

Matthew A. Faulconer ^ 
Summary of Rebuttal Testimony 

The purpose of my rebuttal testimony is to comment on the testimonies of the Commission Staff 
("Staff) witnesses generally, and that of Staff witness Marc A. Tufaro specifically, and the 
testimony of the Sierra Club's witness Melissa Whited in this proceeding. My testimony: 

1. Expresses support for Staffs review of the Cooperative's proposed rates; 

2. Puts into perspective the Sierra Club's claim regarding the impact of the proposed rates 
on "ratepayers providing distributed generation to the Cooperative" 

3. Counters the claims of the Sierra Club's witness Melissa Whited regarding the 
effectiveness of the Cooperative's current rate design, and the effect of the proposed 
Access Charge as it relates to the topics of rate stability, customer equity, the effect on 
low-income customers, and incentives for distributed generation and energy efficiency. 
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REBUTTAL TESTIMONY 2 
OF W 

MATTHEW A. FAULCONER (0 
ON BEHALF OF 

RAPPAHANNOCK ELECTRIC COOPERATIVE 
BEFORE THE 

STATE CORPORATION COMMISSION OF VIRGINIA 
CASE NO. PUR-2017-00044 

1 Ql. Please state your name, position and business address. 

2 A. My name is Matthew A. Faulconer, and I am the Manager of External Affairs at 

3 Rappahannock Electric Cooperative ("REC" or the "Cooperative"). My business address 

4 is P.O. Box 7388, Fredericksburg, Virginia 22404. 

5 Q2. Are you the same Matthew A. Faulconer who filed direct testimony in this 

6 proceeding? 

7 A. Yes. 

8 Q3. What is the purpose of your testimony? 

9 A. The purpose of my rebuttal testimony is to comment on the testimonies of the 

10 Commission Staff ("Staff') witnesses generally, and that of Staff witness Marc A. Tufaro 

11 specifically, and the testimony of the Sierra Club's witness Melissa Whited in this 

12 proceeding. 

13 Q4. Have you read the prefiled testimony prepared by the SCC Staff, and if so, do you 

14 have any comments? 

15 A. Yes, I have read the prefiled testimony of each of the Staff witnesses. I thank them 

16 collectively for their thorough review and analysis. Overall, their comments seemed fair 

17 and generally supportive of the revenue and rates sought within REC's application. REC 

18 witnesses Jack Gaines and Lawrence Andrews will more specifically comment on the 

19 testimony of Staff witnesses Welsh and Lee, and my comments will focus on the 
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1 testimony of Staff witness Tufaro. In particular, I am pleased that Staff's testimony is 

2 generally supportive of the rate design the Cooperative has proposed in this Application. ^ 

3 Q5. In his testimony, does Staff witness Tufaro make any reference to Bonbright's 

4 Principles of Public Utility Rates? 

5 A. Yes, he does. He lists the Bonbright criteria that Staff uses when reviewing proposed 

6 rates, and states that of those, Staff focused on: "(i) rate stability and predictability; (ii) 

7 fairness of the specific rates; and (iii) effectiveness in yielding total revenue 

8 requirements." Staff did not express any concerns about the Cooperative's proposed 

9 rates relative to those criteria or any of the Bonbright principles. 

10 Q6. Did Staff make any comment relative to the Cooperative's proposed changes to 

11 rates? 

12 A. Yes, Staff accurately describes the changes REC proposes; notes that the proposed 

13 increase to the Access Charges is less than the levels supported by the Class Cost of 

14 Service study; and states that it "is generally not opposed to the proposed increases in the 

15 Access Charges by REC." 

16 Q7. Have you reviewed documents filed in this proceeding by the Sierra Club? 

17 A. Yes, I have read both the Sierra Club's ("Club's") Notice of Participation ("Notice") and 

18 the pre-filed testimony of Ms. Whited. 

19 Q8. Do you have comments on the Notice? 

20 A. Yes, in paragraph 4 of the Notice, the Club expresses concern about the impact the 

21 proposed rates will have on "ratepayers providing distributed generation to the 

22 Cooperative." To put this in perspective, the Commission should be aware that less than 

2 



1 0.3% of the Cooperative's members provide "distributed generation to the Cooperative," 1 

2 and such members do so on a completely voluntary basis. Further, it is an important 

3 distinction that the rate change about which the Club expresses concern is for distribution 

4 service, and this small segment of members it claims will be disproportionately impacted 

5 is providing generation service; the two functions are completely separate with regards to 

6 revenue and the Cooperative's recovery of distribution costs. 

7 Q9. Do you have any comments regarding the testimony of Melissa Whited? 

8 A. Yes. Specifically, I will address her comments regarding the Cooperative's proposed 

9 Access Charge as it relates to the topics of rate stability, customer equity, the effect on 

10 low-income customers, and incentives for distributed generation. 

11 Q10. What is your reaction to Ms. Whited's comments suggesting that the Cooperative's 

12 use of the same basic rate design for 25 years is an indication that the current design 

13 functions well? 

14 A. That statement does not recognize the fact that for many of those 25 years growth, both in 

15 the form of per customer electricity use and in the number of customers, helped offset 

16 rising costs. It also does not recognize the fact that for the past several years, the 

17 Cooperative's revenues have not kept pace with the Cooperative's costs. From 1993 to 

18 2006, new services were added at the rate of more than 4% per year, and from 1992 to 

19 2005, average residential monthly kWh use rose from 1,059 kWh to 1,357 kWh, a 28% 

20 increase. In recent years, new service growth has slowed significantly, with new 

21 connections averaging only 1.2% per year since 2011. Moreover, the Cooperative has 

22 seen average residential monthly kWh use decline by an average of 0.6% per year since 
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Based on 424 net metering accounts compared to 159,337 active services as of August 30, 2017. 
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1 2005, down to 1,252 kWh per month for 2016, an approximate 8% reduction since 2005. 

2 At the same time, the cost of building, maintaining, and operating the distribution system, © 

3 and the cost of providing the expected levels of customer service, has continued to 

4 increase. Ultimately, the reason the Cooperative maintained the same basic rate design 

5 for so long had little to do with how well the rates functioned, and was instead more 

6 influenced by external circumstances. Those circumstances are explained in detail in 

7 REC's response to Question 12 of the OAG first set of interrogatories, which, due to the 

8 Club's late entry into the case, was not available to Ms. Whited when she prepared her 

9 testimony. A copy of this discovery response is attached to my testimony as Rebuttal 

10 Exhibit 1. 

11 Qll. Do you agree that more frequent rate changes would facilitate rate stability? 

12 A. No, more frequent rate changes would actually decrease rate stability. Rate apphcations 

13 come at considerable expense to the Cooperative's members, thus offsetting any 

14 presumed benefit of more frequent changes. 

15 Q12. Do you agree with Ms. Whited's comments regarding the proposed change in the 

16 Access Charge having a negative effect on customer equity? 

17 A. No. For clarity, let me state that in this context I define equity as all consumers paying an 

18 equitable share of the costs they create. With that understanding, I firmly believe 

19 increasing the access charge increases equity by ensuring all consumers, regardless of 

20 usage volume, pay a greater share of the cost that is necessary to have the distribution 

21 service available for their use. 

4 
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1 Q13. How do you interpret Ms. Whited's statement, "[t]he Cooperative failed to M 
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2 demonstrate in its application that a dramatic increase to the fixed charge is the 

3 only way to recover its allowed revenues"? 

4 A. I interpret that statement to indicate a lack of understanding of the standards by which 

5 rate applications in Virginia are evaluated. It is my understanding that there is no burden 

6 to prove that a rate design "is the only way to recover ... allowed revenues," but that the 

7 rate must be found to be "just and reasonable." It is the Cooperative's position that the 

8 proposed Access Charges are just and reasonable as supported through the Cooperative's 

9 Application and the evidence in this proceeding. 

10 Q14. How does Ms. Whited's testimony regarding the Bonbright Principles compare to 

11 that of Commission Staff? 

12 A. Both Ms. Whited and Staff list eight criteria, stated in slightly different words, and each 

13 specifically mentions three of those principles. Both Staff and Whited address stability 

14 and fairness. In contrast to Ms. Whited's claim that the proposed rates do not meet those 

15 principles, Staff does not note any deficiency relative to the Bonbright principles. 

16 Q15. Do the rates proposed by the Cooperative encourage efficiency? 

17 A. Yes, as noted by Staff, the seasonal rates for supply service "provide a better pricing 

18 signal to REC customers and potentially serve as a form of demand response." 

19 Q16. Under the proposed rates, will customer bills vary based on usage? 

20 A. Yes. Like the Cooperative's current rates, the amount billed under the proposed rates 

21 will increase as usage increases and will decrease as usage is reduced. Under the 

22 proposed rates, including the adjustment to the fixed charge, 87% of the average 

5 
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1 residential bill will still be based on volumetric charges. [>.3 

2 Q17. Will the Cooperative's proposed rates cause "rate shock for many customers" as 

3 claimed by witness Whited? 

4 A. Both "rate shock" and "many" are relative terms, and I disagree with those 

5 generalizations. The percentage increase will obviously vary from meter to meter, but 

6 under the proposed rates the average bill increase for the single phase residential 

7 members is 8.46%. While bills for zero usage will increase by a greater percentage due 

8 to the increase in the Access Charge, the real dollar increase of $10 per month amounts to 

9 less than 34 cents per day. I do not believe that small amount will cause rate shock for 

10 our customers as Ms. Whited claims. 

11 Q18. Does evaluating the Access Charge alone provide an accurate picture of the rate 

12 effect? 

13 A. Access Charges are but a single element of the rate design. Customer impact of the 

14 proposed rates should be considered across all usage levels and from a total rate 

15 perspective. It is unreasonable to assess the effect on true residential consumers by a zero 

16 use measurement, as suggested by Ms. Whited. Realistically, a full-time residence can be 

17 expected to use several hundred kWh of electricity each month. For instance, the average 

18 refrigerator alone typically uses 48 kWh per month. Most rural homes would also have a 

19 well pump, electric water heater, and electric oven, adding another 450 kWh per month. 

20 For perspective, the Cooperative's average monthly residential consumption is 

21 approximately 1,300 kWh. 

6 
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1 Q19. You mentioned the effect at zero usage. How do the residential increases compare ^ 

m 
2 in dollar terms at more realistic residential usage levels? ® 

3 A. From an absolute dollar perspective, the monthly increases on a total bill basis are $8.74 

4 at 250 kWh, $7.96 at 500 kWh, and $7.30 at 750 kWh. To place these numbers in 

5 context, the average single-phase residential bill increase is $12.21 per month. 

6 Q20. Do you agree with Ms. Whited's testimony that low-income consumers tend to use 

7 less electricity? 

8 A. No, data indicates otherwise. A good indicator of income level is whether a consumer 

9 qualifies for state administered fuel assistance, which includes income as an eligibility 

10 criterion. REC's records show that the typical REC member receiving fuel assistance 

11 used an average of 1,323 kWh per month, 40 kWh more than the current residential class 

12 monthly average. 

13 Q21. Why do you think fuel-assisted consumers, who you use as a proxy for low-income 

14 consumers, use more than the average residential member? 

15 A. There are likely a variety of reasons low-income consumers use more than the residential 

16 class average: low-income consumers may live in older, less insulated housing stock; 

17 may not have the resources to invest in efficiency improvements, or may live in rental 

18 property where the landlord has little incentive to invest in efficiency; or have older, less 

19 efficient heating and cooling systems, including baseboard heat or portable electric-

20 resistance heaters, and window air-conditioners. 

7 
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1 Q22. To what do you attribute the difference in usage by REC's members receiving fuel ^ 

m 
2 assistance and the low-income usage data cited by Ms. Whitcd? M 

3 A. The Energy Information Administration ("EIA") graph, Figure 2 from Ms. Whited's 

4 testimony, shows that the average electricity usage for low income Virginians is lower 

5 than the average electricity usage for average income Virginians. Ms. Whited does not 

6 explain the basis for the EIA information she cites, but REC records of our members 

7 indicate the opposite. I expect a major basis for the difference is that the cited statewide 

8 usage figures do not factor in the unavailability of natural gas in rural areas. The EIA 

9 statewide numbers include consumers in more urban and suburban areas where natural 

10 gas is more readily available, and therefore such consumers may be using something 

11 other than electricity as the primary fuel for space heating, as well as water heating and 

12 cooking. Natural gas is not widely available within REC's service area, therefore a 

13 higher percentage of homes use electricity for space heating, water heating, and cooking. 

14 In the REC service territory, even in homes where other fuel sources, such as oil, 

15 propane, or wood, are used for space heating, electricity remains the predominant fuel for 

16 water heating and cooking. Also, since those other fuel sources are not regulated, 

17 suppliers can impose strict payment requirements such as payment in advance of or upon 

18 delivery. Consumers, particularly low-income consumers, facing such payment 

19 requirements often rely on portable electric heaters since electric service is not billed 

20 until after usage, and because electric utilities generally do not disconnect for non-

21 payment during cold weather. Another factor is likely to be that the EIA statewide 

22 numbers include a large number of low-income consumers living in multi-family 

23 housing, while low-income consumers in rural areas such as those served by REC tend to 

8 



1 live in single-family dwellings. Single-family dwellings typically have higher usage than 

2 multi-family housing units. 

3 Q23. How will the Cooperative's proposed rates effect the typical member receiving fuel 

4 assistance? 

5 A. Based on monthly usage patterns, a typical member receiving fuel assistance will 

6 experience an average monthly increase of $9.63. 

7 Q24. How do you explain the fact that typical low-income consumers will see 

8 proportionately less increase under the proposed rates than will low usage 

9 customers? 

10 A. The current rate design is more dependent on revenue from volumetric sales, with less of 

11 the average costs of service recovered through the Access Charge. Over-reliance on 

12 volumetric sales for distribution cost recovery increases intra-class subsidies. Since 

13 REC's low-income consumers tend to use greater volumes of electricity, they are in 

14 effect currently subsidizing the costs of providing distribution service to low usage 

15 consumers. The proposed new rates help reduce the current intra-class subsidy. 

16 Q25. In REC's service territory, what type of consumers are typically low usage 

17 customers, using less than 300 kWh per month? 

18 A. Low usage locations tend to be structures that are not true residences, such as ancillary 

19 facilities like bams, garages, water pumps, electric fences and electric gates, or non-full-

20 time residences, such as weekend homes and cabins. 
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1 Q26. Do consumers providing distributed generation ("DG") services tend to be low y 
®e 

2 usage customers? 

3 A. The usage of distributed generation consumers varies significantly from consumer to 

4 consumer, as their usage is a function of the size and efficiency of the house compared to 

5 the size of the distributed generation system. Some DG customers generate nearly 

6 enough to fully offset their consumption, and others simply supplement their total 

7 consumption. 

8 Q27. Are any of the Cooperative's consumers who provide distributed generation service 

9 receiving fuel assistance and therefore fit in the category of low-income customers? 

10 A. No. 

11 Q28. What is your reaction to Ms. Whited's statement that REC's proposed Access 

12 Charge is higher than other mid-Atlantic utilities? 

13 A. Included in on page 13 of my direct testimony is a chart comparing the fixed charges of 

14 Virginia's regulated electric cooperatives. The chart illustrates that both REC's current 

15 and proposed Access Charge is on the low end of the scale compared to other Virginia 

16 cooperatives. The mid-Atlantic chart provided by Ms. Whited, however, does not 

17 provide a relevant basis for evaluating the Cooperative's fixed charge as it contains the 

18 fixed charges of several municipal utilities, which tend to have far more densely 

19 populated service areas than do cooperatives, and investor-owned utilities, which also 

20 often have more densely populated service territories. 

21 Q29. Does this conclude your rebuttal testimony in this proceeding? 

22 A. Yes, it does. 

10 
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Responses of Rappahannock Electric Cooperative 
to Office of the Attorney General's Division of Consumer Counsel Discovery Request 

Virginia State Corporation Commission 
Case No. PUR-2017-00044 

m 
m 

Discovery request submitted by: OAG 

Discovery request set number: First Date received: August 7, 2017 

Response prepared by or under the direction of: Matthew A. Faulconer, REC 

Response date: August 16, 2017 

OAG-I-12 

Explain why it is necessary for REC to seek the proposed changes to its customer access charges 
at this time. 

RESPONSE: 

Changes to the Access charges are being sought "at this time" because REC has had limited 
opportunities to make such changes since 1992. As noted in paragraph 5 of the Cooperative's 
Application, this is REC's first, non-special purpose general rate application since 1992. The 
following is a brief description of the few rate applications REC has brought before the 
Commission in the past quarter century: 

Case No. PUE-1992-00038: Application for a General Increase in Electric Rates. This 
application and the resulting rates - including the current $10.00 Access Charge - were 
based on expenses during the test year that ended December 31, 1991. 

Case No. PUE-2002-00419: Application for approval of revenue-neutral functional unbundling 
of rates to facilitate retail choice. 

Case No. PUE-2013-00052: Application for approval of a plan to migrate transitioning 
customer to the Cooperative's legacy rates. To provide a "static target" to which 
consumers in the acquired service area would transition, REC chose not to change the 
rates or rate structure applicable in its legacy territory, other than a minor rebalancing 
between distribution revenue and electricity supply service revenue necessary to establish 
base rates that reflect a pass through of wholesale power costs on a dollar-for-dollar 
basis. 

REC's opportunities to modify its rate structure have been further limited by a condition of 
approval of its application to acquire a portion of the Virginia service area and assets of the 
Potomac Edison Company, d/b/a Alleghany Power. Specifically, REC agreed to waive the 
statutorily-granted authority (see Va. Code § 56-585.3 A. 2 and 4) for its board of directors to 
adjust rates, including revenue neutral adjustments between fixed and variable charges, through 
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to 
December 31, 2019. Therefore, this 2017 application for general rate relief is the Cooperative's gg 
first opportunity to make structural changes to its rates for delivery service, including 00 
adjustments reasonably calculated to align the collection of the fixed costs of owning and 
operating its electric distribution system with the fixed monthly charge paid by customers rather 
than through volumetric charges associated with the use of electric energy. 
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Rappahannock Electric Cooperative ©fl 
Case No. PUR-2017-00044 ® 

Lawrence G. Andrews 
Summary of Rebuttal Testimony 

The Rebuttal Testimony of Lawrence G. Andrews provides as follows: 

REC accepts the majority of Commission Staffs accounting adjustments and 
recommendations; however, the Cooperative disagrees with the following O&M expense 
adjustments as reflected in Staff witness Welsh's pre-filed testimony. REC's rebuttal 
testimony and workpapers exhibits fully support the three expense adjustments which differ from 
Staffs testimony. 

a) Staff Adjustment No. 11 - Adjustment to Payroll Expense. REC's 
adjustment to payroll expense includes additional support for 
maintaining a rate year staffing level that is more in line with what the 
Cooperative has experienced during the last 20 months. 

b) Staff Adjustment No. 18 - Adjustment to Right of Way Clearing. 
REC explains how it will address staffing issues with its contractors so 
that the Cooperative can maintain a 5-Year rotation for the rate year 
projected level of expense for right of way clearing. 

c) Staff Adjustment No. 23 - Adjustment to Credit Card Fees Expense. 
REC asserts that growth in credit card usage will increase during the 
rate year. The Cooperative uses support based on the increase in 
electronic payments since 2006 to illustrate growth in credit card . 
transactions that is reasonably predicted to occur during the rate year. 

Finally, the Cooperative will respond to the testimony presented by Staff witness 
Chang M. Lee regarding the appropriate TIER range. 
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LAWRENCE G. ANDREWS m 

ON BEHALF OF 
RAPPAHANNOCK ELECTRIC COOPERATIVE 

BEFORE THE 
STATE CORPORATION COMMISSION OF VIRGINIA 

CASE NO. PUR-2017-00044 

1 I. INTRODUCTION 

2 Ql. Please state your name, position, and business address. 

3 A. My name is Lawrence G. Andrews, and I am the Manager of Administrative 

4 Services/Controller at Rappahannock Electric Cooperative ("REC" or the 

5 "Cooperative"). My business address is P.O. Box 7388, Fredericksburg, Virginia 22404. 

6 Q2. Are you the same Lawrence G. Andrews who submitted pre-filed testimony on May 

7 23,2017? 

8 A. Yes, I am. In addition to sponsoring various ratemaking adjustments, the depreciation 

9 study, and associated workpapers, I also provided an overview of the Cooperative's 

10 current financial results and metrics, discussed REC's affiliate services, and provided a 

11 summary of REC's future financial status where I discussed what I believed to be a 

12 reasonable rate year Times Interest Earned Ratio ("TIER"). 

13 Q3. What is the purpose of your rebuttal testimony in this proceeding? 

14 A. The primary purpose of my rebuttal testimony is to address certain issues raised in 

15 Commission Staff ("Staff') witness Sean M. Welsh's testimony regarding three expense 

16 adjustments, which I discuss below. I will also comment briefly on Staff witness Chang 

17 M. Lee's testimony regarding the appropriate Times Interest Earned Ratio ("TIER) range 

18 for the Cooperative as described in his testimony. Finally, I agree with Staff s 



1 recommendations regarding the depreciation study, but for purposes of clarification, the y 
06 

2 Cooperative would prefer to place the new depreciation rates into effect at the same time ® 

3 its newly approved retail rates go into effect, even if rates are placed into effect after 

4 January 1, 2018. 

5 n. RESPONSE TO THE COMMISSION STAFF TESTIMONY 

6 Q4. What is your overall reaction to Staffs testimony? 

7 A. The Cooperative appreciates the Staffs time and effort in analyzing REC's Application. 

8 Staff has demonstrated that it possesses a sound understanding of REC's Application and 

9 has provided REC with constructive feedback and timely communications throughout 

10 this proceeding. 

11 Q5. Have you reviewed the pre-filed direct testimony of Staff witness Welsh? 

12 A. Yes, I have. 

13 Q6. What is your response to the testimony of Staff witness Welsh? 

14 A. Except for the three adjustments discussed below, the Cooperative accepts Staff's 

15 expense adjustments. REC provides further clarification and support for the following 

16 expense adjustments as summarized below: 

17 1) Staff Adjustment No. 11 - Adjustment to Payroll Expense 

18 REC agrees with Staffs methodology to compute rate year payroll; however, 

19 the staffing level as of the July 31, 2017 update period chosen by Staff does 

20 not reflect the Cooperative's historical or going level staffing levels. 

21 2) Staff Adjustment No. 18 - Adjustment to Right of Way Clearing Expense 

22 REC disagrees with Staffs position on Right of Way Clearing expense and 

2 



p 
sS 
p 
a 
w 
o 

1 believes that the full level of expense as proposed by the Cooperative should M 
M 

2 be recognized. ® 

3 3) Staff Adjustment No. 23 - Adjustment to Credit Card Fees Expense 

4 REC disagrees with Staff's position not to include any additional expense to 

5 account for growth in its adjustment to reflect rate year credit card fees 

6 expense. 

7 Q7. Do you believe the employee staffing level at the end of Staff's update period 

8 accurately reflects REC's staffing level throughout the rate year? 

9 A. No, I do not. At the end of Staff s update period of July 31, 2017, REC's employee 

10 count was 395 full-time employees ("PTEs"). While REC does agree with Staff that the 

11 majority of organizations do experience some variability in maintaining full staffing, the 

12 Cooperative does not believe that a staffing level of 395 employees represents the going 

13 level of employees for the rate year. REC's normal staffing levels have been 

14 approximately 400 PTEs. Based on the Cooperative's monthly staffing data for the last 

15 20 months (January 2016 through August 2017), staffing has averaged 398 PTEs, which 

16 is three PTEs above the staffing level resulting from Staffs update period. As shown in 

17 Rebuttal Exhibit 2, the Cooperative had an average of 400 employees over that 12-month 

18 period from January 1, 2016 through December 31, 2016. This trend continued into 2017 

19 until the months of April through July. The four-month period from April to July was 

20 abnormal because it included several employee retirements followed by a period of 

21 recruitment and hiring, resulting in an artificially low staffing level during that four-

22 month period. As illustrated by the chart below, the trend reversed during the month of 

23 May and is returning to a more normal staffing level. As of the time of this testimony, 

3 
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1 REC has 396 PTEs and has two additional jobs posted that are expected to be filled by [y 
ee 

2 the end of 2017. <8 
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REC proposes to use the median salary of $80,392 for three positions it expects to 

include during the rate year to maintain a normal level of staffing.' In addition to the 

revenue requirement increase for the direct salaries the Cooperative grosses up the three 

salaries (3 x $41,804) to account for all employee benefits. The Cooperative's proposal 

increases payroll expense, including benefits, by $366,588 above the Staffs proposed 

adjustment of $233,986, for a total rate year adjustment of $600,574. 

11 Q8. Please comment on the Staff's adjustment to the Cooperative's proposed right of 

12 way clearing expense. 

13 A. The Cooperative acknowledges that its right of way clearing expense was less than 

14 expected in the update period as compared to the test year. This reduction in expected 

15 expense was caused by REC's current two contractors' inability to meet the 

16 Cooperative's 5-year right of way rotation schedule as a result of the contractors' staffing 

1 The source for developing the median salary was the payroll list provided to Staff as REC's confidential response 

to Data Request No. 143 on August 18, 2017, which is included in Appendix B to Staff witness Welsh's testimony. 
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1 issues. Should this reduced staffing level persist, the Cooperative could be at risk of p 
03 

2 regressing to a 6-year right-of-way maintenance schedule, which would likely ® 

3 compromise reliability, as there would be greater risk of tree-related outages and 

4 accessing downed or damaged lines would become more difficult and time consuming. 

5 The Cooperative strongly believes maintaining a 5-year maintenance schedule is critical 

6 to its distribution operations and is essential in order to continue providing reliable and 

7 safe electric service, and is diligently pursuing multiple solutions to address the current 

8 deficiency. Among the many options being considered, two are being actively pursued: 

9 1) securing the service of a third contractor to supplement the two who are currently 

10 under contract; and 2) allowing the existing two contractors to exceed the normal annual 

11 escalator to recoup the expense of increasing labor rates to the level adequate to attract 

12 and retain the workforce necessary to perform the right of way maintenance work. Staff 

13 stated in its testimony that procuring a third contractor cannot "be reasonably predicted to 

14 occur." REC has been actively seeking a third contractor that can fulfill the 

15 Cooperative's ongoing needs, and as recently as late August, REC was very close to 

16 signing a contract with a third contractor. Unfortunately, that contractor chose not to 

17 engage with REC due to labor challenges similar to those being experienced by the 

18 Cooperative's existing right-of-way contractors. The Cooperative is committed to 

19 resolving the current deficiency in its right of way contractors' performance, and is 

20 confident that either one or perhaps a combination of the two identified potential 

21 solutions will be implemented in the first quarter of the rate year. Based on the 

22 Cooperative's current discussions with its contractors, implementing either option will 

23 require the Cooperative to at least equal, if not exceed, its currently budgeted amount for 

5 
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1 right-of-way clearing expense. The Cooperative thus proposes that the Commission y 
m 

2 approve the Cooperative's original adjustment for right of way clearing, $811,709, which ^ 

3 is based on the Cooperative's budgeted amount for this expense. 

4 Q9. Do you agree with Staff's adjustment to credit card fees expense? 

5 A. No, I do not. REC has reviewed Staffs testimony and related workpaper for its 

6 calculation of credit card fees, which resulted in additional jurisdictional expense of 

7 $514,642. While the Cooperative does not dispute Staffs methodology for arriving at its 

8 2017 level of expense, REC does take exception to Staffs indication that future growth 

9 in credit card transactions "cannot be reasonably predicted to occur." 

10 According to a 2016 study by the Federal Reserve System, the number of debit 

11 and credit card payments in the country reached over 103 billion in 2015, which is up 

12 nearly 20 billion since 2012.2 Staffs testimony confirms such trends for the 

13 Cooperative's debit and credit card payments, as it reflects constant growth each month 

14 of the update period, particularly the months of March through July. It is important to 

15 note that the Cooperative began incurring credit card fees - meaning users were not billed 

16 a service fee by the third party provider - in February, upon implementation of a new 

17 customer information and billing system. Prior to that, REC accepted credit card 

18 payments through a third-party processor who charged the member directly a fee of $2.95 

19 per transaction. Even though the fee was eliminated effective in February, the 

20 Cooperative did not announce it because, at that time, REC had no means of passing 

21 through the related expense increases from credit card fees. With the expectation that the 

22 credit card fee recovery will be included in base rates approved in this proceeding, the 

2 The Federal Reserve Payments Study 2016 at p. 2. Key Findings. 

https://www.federalreserve.gov/newsevents/press/other/2016-payments-study-20161222.pdf. 

6 
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1 Cooperative's CEO announced that credit card fees had already been eliminated during M 
©8 

2 REC's Annual Meeting on August 8, more than a week after the end of Staffs update ® 

3 period. Even in the absence of general promotion and communication to the 

4 membership, credit card payments increased in August and September. REC's own 

5 experience with credit/debit card payments indicate not only a consistent growth trend in 

6 the use of these forms of payments,3 but also that the popularity and use of such 

7 payments increases dramatically after any surcharge or service fee resulting from such 

8 payment method is reduced.4 Certainly, it is very reasonable to predict that similar - if 

9 not greater - growth will occur as more Cooperative members become aware that the fee 

10 has been eliminated. Such awareness will occur when the no-fee payment option is more 

11 broadly communicated after implementation of the proposed new rates, which are 

12 designed to recover the credit card costs. To summarize, as evidenced by the credit card 

13 transaction data previously provided to Staff and included as Rebuttal Exhibit 5, steady 

14 growth has occurred in the number of credit card transaction year after year since 2006. 

15 Once members become aware of the no-fee option, more growth is anticipated to occur. 

16 As illustrated in REC's Rebuttal Exhibit 4, the Cooperative accepts Staffs credit card 

17 expense amount of $514,642 for 2017 but not for the rate year. The Cooperative has 

18 applied a conservative growth rate projection of 15.15% (after eliminating two unusually 

19 high outlier years from the historical data evaluated), which increases 2017 expense by 

20 $77,968 for a total jurisdictional rate year expense of $592,610. Without this growth rate 

3 REC has been maintaining records on the growth of credit/debit card payments for many years and as represented 

to Staff through the Cooperative's response to Data Request No. 137/138, the number of credit/debit card payments 
has experienced steady growth year-after year. These responses are attached as Rebuttal Exhibit 5. 

4 When REC first began offering credit card payments through a third party, its vendor, Kubra charged REC 
members using the service a $4.95 per transaction service fee. Effective in February 2013, the fee reduced to $2.95 

per transaction. As illustrated in REC's Rebuttal Exhibit 4, a significant increase in credit/debit card payment 

transactions occurred after Kubra reduced the fee. This fee remained in effect until REC began incur the cost of 

processing credit card payments on February 6, 2017. 

7 
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1 projection, REC believes that it will significantly under recover its expenses for credit 

2 card fees during or after the rate year. Based on past evidence of growth in credit/debit 

3 card payments and the steady growth realized using these payment options since 

4 February 2017, REC believes it has appropriately met the standard of "reasonably 

5 predicted to occur" for rate year credit card fees expense with a conservative growth rate 

6 projection. 

7 Q10. Have you reviewed the pre-filed direct testimony of Staff witness Chang Lee? 

8 A. Yes, I have. 

9 Qll. Do you have any other comments or concerns regarding Staff witness Lee's 

10 testimony? 

11 A. REC believes that Staff witness Lee has carefully examined the Cooperative's 

12 Application and made recommendations that are reasonable. The Cooperative is in 

13 agreement with Staff witness Lee's testimony that a reasonable TIER range for REC is 

14 2.0 to 2.50. Based on REC's Rebuttal Exhibit 2, the proposed rates provide a rate year 

15 TIER of 2.50. Therefore, the Cooperative requests the Commission approve the rates as 

16 proposed. Even if the Commission does not accept all of the Cooperative's adjustments 

17 and finds that the proposed rates produce a rate year TIER that is not materially above 

18 2.50, consistent with the testimony of Staff witnesses Welsh and Lee, the Cooperative 

19 still requests that the Commission approve the proposed rates as filed. 

20 Q12. Does this conclude your rebuttal testimony? 

21 A. Yes, it does. 

8 
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Rebuttal Exhibit 1 

Witness: Andrews 

Rappahannock Electric Cooperative 

Case No. PUR-2017-00044 

Rebuttal to Staff Adjustment No. 11 - Payroll Expense 
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Line 

No. Description 

1 *Median Salary at July 1, 2017 

2 Times: Fringe Benefits Factor. 

3 Cost per Employee 

4 Times: Cost of three employees 

5 Rate Year Additional Payroll for Normal Staffing Level 

6 Plus: Staff Adjustment No. 11-Juris. Labor Expense Adj. 

7 Total Rate Year Payroll Expense Adjustment 

Amount 

80,392 

1.52 

122,196 

$ 366,588 

$ 233,986 

600,574 

*Source is REC Confidential Response to Staff Data Request No. 143 provided 

on 8/18/2017. 
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Rebuttal Exhibit 2 M 

Witness: Andrews ® 
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Rappahannock Electric Cooperative 

Case No. PUR-2017-00044 

Rebuttal to Staff Adjustment No. 11 - Payroll Expense 

Line 

No. 

1 REC PTEs by Month/Year 

2 2016 
3 Jan 400 

4 Feb 398 

5 Mar 404 

6 Apr 402 
7 May 400 

8 Jun 398 

9 Jul 400 
10 Aug 398 

11 Sep 399 
12 Oct 398 

13 Nov 398 

14 Dec 399 
15 Average 399.50 2016 Total 4,794 

26 

27 

Sum of 20-Month FTE Counts 

Average PTEs over 20-month period 

7,956 

398 



Rebuttal Exhibit 3 

Witness: Andrews 

m 

Rappahannock Electric Cooperative 

Case No. PUR-2017-00044 

Rebuttal to Staff Adjustment No. 18 - Right of Way Clearing Expense 

Line 

No. Description Amount 

1 2017 - 2018 Projected ROW Expense $ 7,904,050 

2 Additional ROW Expense for 2018 based 

3 on 2.25% Annual Contract Escalator + $ 177,841 

4 Rate Year ROW Expense = $ 8,081,891 

5 Less: Test Year Right of Way Clearing - $ 7,230,418 

6 To Adjust = $ 851,473 

7 Times: Jurisdicational Factor #12 x $ 0.9533 

8 Total Adjustment to Right of Way Clearing Expense = $ 811,709 
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Rebuttal Exhibit 4 ®t) 

Witness: Andrews 

Rappahannock Electric Cooperative 

Case No. PUR-2017-00044 

Rebuttal to Staff Adjustment No. 23 - Credit Card Fees Expense 

* Year-to-Year Increase in Credit/Debit Card Transactions 

2006 through 2016 

Line Percentage 

No. Years of Increase 

1 2015 to 2016 9.56% 

2 2014 to 2015 18.73% 

3 2013 to 2014 18.90% 

4 2012 to 2013 27.93% 

5 2011 to 2012 4.41% 

6 2010 to 2011 16.29% 

7 2009 to 2010 35.95% 

8 2008 to 2009 15.33% 

9 2007 to 2008 14.70% 

10 2006 to 2007 23.32% 

11 Average Increase in Credit/Debit Card Transactions 18.51% 

12 Average Increase after Eliminating Outlier 

13 Years 2012 to 2013 and 2009 to 2010 15.15% 

14 Apply rate year growth percentage to $ 532,425 

15 Staff's adjustment to credit card expense: 

16 Times: Rate Year Growth Projection 15.15% 

17 Total Projected Rate Year Expense $ 613,087 

18 Times: Jurisdictional Factor 96.66% 

19 Jurisdictional Adjustment to Credit Card Fees Expense $ 592,610 

*Source: Data provided to Staff in response to DR No. 137/138 


